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Re: InternationalSettlementsPolicyReform(lB DocketNo. 02-324)
InternationalSettlementRates(lB DocketNo. 96-261)

DearMs. Dortch:

On Wednesday,February4, 2004,Jim TalbotandI from AT&T metwith Don Abelsonofthe
InternationalBureauto discusstheabove-referencedproceeding.

During thismeeting,we focusedontheneedto reformtheISP to providea morerapidtransition
to commercialarrangementswith foreigncorrespondents,whilemaintainingappropriate
safeguardsagainstrateincreasesandwhipsaws. We discussedtheimportanceofupdatingthe
1997benchmarks,andbriefly reviewedAT&T’s “RevisedTariff ComponentPricing” studythat
producessignificantly lowercostceilingsfor fixed andmobiletraffic thantheexisting
benchmarks.We alsohighlightedthelargeand growingproblemofhigh mobiletermination
rates,andstepstheCommissionshouldtaketo reducetheimpacttheseabove-cost.rateshaveon
US consumers.We distributedtheattachedat themeeting.

OneelectroniccopyofthisNoticeis beingsubmittedto theSecretaryof theFCCin accordance
with Section1.1206oftheCommission’srules.

Sincerely,

tIJ
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cc: D. Abelson
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International SettlementsPolicy Reform

ISP Reform Should EncourageGreater Useof Commercial
Arrangements with Targeted Safeguardsto PreventPrice
IncreasesandWhipsaws

• U.S. carriersuccessesin negotiatingbelow-benchmarkrateson ISRroutes
showthat commercialarrangementsnot subjectto ISPrateandproportionate
returnrequirementswill leadto morecost-basedrates

• Lackofcompetitionin mostforeignmarketsrequirescontinuedCommission
safeguardsagainstrateincreasesandotherforeignmarketpowerabuses

2. The CommissionShould EncourageMore Rapid Useof
Commercial Arrangements at Benchmark Rates

• Simplify thetransitionto commercialarrangementsby removingspecificISP
requirementsatbenchmarks

• Noneedfor an intermediateTSRstep
• Removeburdensome50 percentdemonstration
• Remove43.51 and64.1001filing requirementsfor commercialarrangements
• Allow benchmarkshowingsby agreementoraffidavit

3. Alternative Thresholdsfor Removalof ISPWould Impede
Competition

• TSRthresholdwould preventcommercialarrangementson non-WTOroutes
and continuetheburdensomeISRauthorizationprocess

• RemovalofISPon all routeswould encourageabuseofmarketpowerby
foreignmonopolists

4. ISPReform Requires Continued CommissionSafeguardsAgainst
RateIncreasesandWhipsaws.

• Foreignmonopolistscontrolalmostthreeout offourU.S. internationalroutes
• Over 170 countrieswithout full WTO market-openingcommitments
• AlternativeterminationnotubiquitousandcannothandlelargeU.S. traffic

volumes
• Potentialharmto U.S. consumersfrom lackofcompetitionin foreignmarkets,

concertedactionby foreigncarriersandforeigngovernment-mandatedrate
floors
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5. NecessarySafeguardsonAll Routes

• Continueexistingprohibitiononnon-cost-basedrateincreases
• Continueexistingprohibitiononwhipsaws
• Enforcementthrougha carrier-initiatedcomplaintprocess
• Expeditedcomplaintprocedures
• Continueexisting “no specialconcessions”rule
• Continue43.61 traffic andrevenuereporting
• Thesesafeguardsshouldcontinueto applyto all routes,includingwhereISP

rateandproportionatereturnrequirementsareremoved.

6. 1997BenchmarksShould be Revised

• Broadsupportfor continuationofbenchmarkspolicy, includingby former
opponentsofbenchmarks

• 1997benchmarksno longeradequatelyservetheCommissionobjectiveof
cost-basedrates

—Basedon 1996data
—U.S. carrierratesto many countriesnowbelow 4 cents
—Average2001U.S. settlementrate(14 cents)is below thelowest1997
benchmarkrate
—1997 benchmarkratesnow usedtojustify requestsforrateincreases
(e.g.,thePhilippines)
— 1997BenchmarksOrder,¶ 112: “[P}eriodic revisionsarenecessaryto
avoidtheproblemin thefutureofourbenchmarksnot keepingpacewith
costreductions,andto encouragefurthermovementtowardcost-based
rates.”

• TheCommissionshouldissueaFNPRMonnewbenchmarks

7. The CommissionShould RestrainRising Foreign Mobile
Termination Rates

• Fast-growingproblemthreatensto reverseprogresstowardcost-basedrates
• No marketconstraintsor sufficientforeignregulatoryactionto prevent

increases
—90 countriesnowhavemobile surcharges
—no costjustification forthesecharges

• First two “Key findings” ofOvum Jan.2004reporton mobiletermination
rates:

— “Thereareno effectivemarketmechanismsto curb thepriceofthe
mobileterminationservice.”
— “Thereis considerableevidencethat mobileterminationrates(MTRs)
arewell abovecostsin mostcountries. We estimatethatprofit marginsof
over 100%arecommonplacefor mostmobilenetworkoperators
(1s.,fNTflc~” ~ --- ~ .-. ..
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• Foreignmobile carrierclaimsconcerningU.S. carriersurchargesareared
herring

—Foreignmobile carriersaresubjectto no competitionat all in setting
terminationrates;U.S. carriersaresubjectto marketforcesandmust
recovertheircostsin thehighly competitiveU.S. market
—AT&T setsits consumermobile surchargesto recovertheincremental
chargesforthis traffic leviedby foreigninternationalcarriers

8. RequestedCommissionAction on Mobile Termination

• Reaffirmthat existingbenchmarksapplyto all traffic terminatingon foreign
mobilenetworks,includingon routessubjectto commercialarrangements

—Mobileterminationratesexceed1997benchmarksin 39 countries
• Reaffirmthat existingprohibitionsonnon-cost-basedincreasesapplyto all

traffic terminatingon foreignmobilenetworks,including onroutessubjectto
commercialarrangements

• Proposenewbenchmarkratesfortraffic terminatingon foreignmobile
networksin theFNPRMrequestedabove

9. RevisedTariff ComponentPricing Model

• Analysisofthe networkcomponentsusedto terminateinternationalcallsin
the same65 countriesusedfortheCommission’s1997BenchmarksOrder
TCP study

• Largelybasedon foreigncarriertariffs
• Uses2003data
• Expandsnationalextensioncomponentto modelmorecloselythenetwork

componentsusedfor internationaltermination
• Includesmodelfor mobiletermination
• Removesretail costsnotrelevantto internationalcall termination
• Usesinternationalswitchingrateconservativelybasedon domestictandem

switchinganalogs
• AverageTCP ratefor terminationon fixed networksof4.03 cents(approx.

3.75 centsfor upper-incomecountries,approx.4 centsfor middleincome&
approx.4.75 centsfor lower and‘teledensitylessthanone’ countries)

• AverageTCP ratefor terminationon fixed networksof 8.23 cents(approx.8
centsfor upper-incomecountries,approx. 8.5centsfor middleincome&
approx.8.5 centsfor lower and‘teledensitylessthanone’ countries)


